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44 Pierce Avenue

O. Box 225
INDEPENDENT AUDITOR'S REPORT

Town Board
Spalding Township
Menominee County, Michigan

| have audited the accompanying general purpose financial statements of the Governmental Activities,
each Major Fund and the Aggregate Remaining Fund Information of Spalding Township, Menominee
County, Michigan, for the year ended March 31, 2006, as listed in the table of contents. These general
purpose financial statements are the responsibility of the Township’s board. My responsibility is to
express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that | plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. | believe that my audit provides a reasonable basis for my opinion.

In my opinion, the general purpose financial statements referred to above present fairly, in all material
respects, the respective financial position of the Governmental Activities, each major fund and the
aggregate remaining fund information of Spalding Township, Menominee County, Michigan, as of March
31, 2006, and the respective changes in financial position thereof for the year ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, | have also issued a report dated July 28, 2006,
on my consideration of the Township of Spalding’s internal control structure over financial reporting and
my tests of its compliance with certain provisions of laws, regulations, contracts and grants. That report
is an integral part of an audit performed in accordance with Government Auditing Standards and should
be read in conjunction with this report in considenng the resuits of my audit.

Required Supplemental Information

The Management’s discussion and analysis and budgetary comparison information on pages 2 through
7 and pages 21 and 22 are not a required part of the basic financial statements but is supplemental
information required by the Governmental Accounting Standards Board. | have applied certain limited
procedures which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplemental information. However, | did not audit the
information and express no opinion on it.

Other Supplemental Information "

My audit was performed for the purpose of formlng an opinion on the financial statements taken as a
whole. The accompanying information identified in the table of contents as supplemental information
is not a required part of the financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the financial statements of the Spalding Township and in my opinion
is fairly stated in all material respects in relation to the financial statements taken as a whole.

Can) R o)

July 28, 2006

Member: Wisconsin Institute of Certified Public Accountants
Michigan Association of Certified Public Accountants
American Institute of Certified Public Accountants



SPALDING TOWNSHIP

Management’s Discussion and Analysis
for the Year Ended March 31, 2006

This section of the Township of Spalding’s annual financial report presents my analysis of the
Township's financial performance duning the year ended March 31, 2006. It is to be read in
conjunction with the Town'’s financial statements which immediately follow. This is a requirement
of the Governmental Accounting Standards Board Statement No. 34 (GASB 34) Basic Financial
Statements - and Management'’s Discussion and Analysis for State and Local Governments and
is intended to provide the financial results for the year ending March 31, 2006.

Financial Highlights

The assets of the Township of Spalding exceeded its liabilities as of March 31, 2006 by $1,513,958
(net assets). Of this amount, $1,098,640 (unrestricted net assets) may be used to meet the
Township’s ongoing obligations to citizens and creditors. The total Township’s net assets include
infrastructure of the Township funds installed for April 1, 2003 to the present.

The Township of Spalding’s total net assets increased by a net amount of $117,857.

As of March 31, 2006, the Township’s Governmental Funds reported combined ending fund
balances of $1,098,640, a decrease of $13,096 in comparison with the prior year. Approximately
22%, or $238,626 is available for spending at the Township's discretion {(unrestricted fund balance).
The Township has designated $122,040 for specific purposes and $611,133 is comprised of Block
Grant Funds used to borrow to company’s for economic development.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the Township of Spalding'’s
basic financial statements. These basic financial statements are comprised of three component’s:
1.) Government-wide financial statements, 2) fund financial statements, and 3.) Notes to the
financial statements. This report also contains other supplementary information in addition to the
basic financial statements themselves.

Government-wide Financial Statement
The Govemment-wide Financial Statements are designed to provide readers with a broad overview
of the Township of Spalding’s finances, in @ manner simitar to a private-sector business.

The statement of Net Assets presents information on all of the Township of Spalding’s assets and
liabilities with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position of the
Township of Spalding is improving or deteriorating.



SPALDING TOWNSHIP

Management's Discussion and Analysis
for the Year Ended March 31, 2006

Government-wide Financial Statements (continued)

The Statement of Activities presents information showing how the Government’s net assets have
changed during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.
Thus, revenues and expenses are reported in this statement for some items that will only result in
cash flows in future fiscal periods.

The Government-wide financial statements distinguish functions of the Township of Spalding that
are principally supported by taxes and intergovernmental revenues (Governmental activities). The
Governmental activities of the Township of Spalding include general Government, public safety,
public works, culture and recreation.

The Government-wide financial statements can be found on pages 8 and 9 of this report.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The Township of Spalding, like other state and
local Governments, used fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. All of the funds of the Township of Spalding can be divided into two
categories: Governmental funds and fiduciary funds.

Governmental Funds

Governmental Funds are used to account for essentially the same functions reported as
Governmental activities in the Government-wide financial statements. However, unlike the
Government-wide financial statements, Governmental fund financial statements focus on near-term
outflows of spendable resources, as well as on balances of spendable resources available at the
end of the fiscal year. Such information may be useful in evaluating a Government's near-term
financing requirements.

Because the focus of Governmental funds is narrower than that of the Government-wide financial
statements, it is useful to compare the information presented for Governmental funds with similar
information presented for Governmental activities in the Government-wide financial statements.
By doing so, readers may better understand the long-term impact of the Government’s near-term
financing decisions. Both the Governmental fund balance sheet and the Governmental fund
statement of revenues, expenditures and changes in fund balances provide a reconciliation to
facilitate this comparison between Governmental funds and Governmental activities.

The basic Governmental fund financial statements can be found on pages 10 and 12 of this report.



SPALDING TOWNSHIP

Management’s Discussion and Analysis

for the Year Ended March 31i 2006

Fiduciary Funds
Fiduciary funds are used to account for resources held for the benefit of parties outside the Government.

Fiduciary funds are not reflected in the Government-wide financial statement because the resources of
those funds are not available to support the Township of Spalding’s programs. The fiduciary fund
maintained by the Township of Spalding is the Tax Collection Fund which records the tax roll and tax
collections for other taxing jurisdictions within the Township of Spalding. ‘

The basic fiduciary fund financial statements can be found on page 14 of this report.

Notes to the Financial Statements

The notes provide additional information that is essential to a fufl understanding of the data provided in
the Government-wide and fund financial statements. The notes to the financial statements can be found
on pages 15 - 19 of this report.

Other Information

in addition to the basic financial statements and accompanying notes, required supplementary
information presents a detailed budgetary comparison statement for the General Fund and Fire Fund to
demonstrate compliance with the budget and complements the statement included in the basic
Governmental fund financial statements. These statements can be found on pages 20 and 21 of this
report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS
As noted earlier, net assets may serve over time as a useful indicator of a Government’s financial
position. In the case of the Township of Spalding, assets exceeded liabilities by $1,513,958 at the close
of March 31, 2006.

Township of Spalding’s Net Assets

Governmental
Activities

March 31, 2006
Current and other assets $ 1,098,640
Capital assets 415,318
Total Assets $1513,958
Long-term liabilities outstanding $ 167,000
Other liabilities -
$__167.000

Net Assets:

Invested in capital assets net of related debt $ 248,318
Unrestricted 1,098,640
$.1.346,958

A portion of the Township of Spalding's net assets (approximately 18%) reflects its investment in capital
assets (e.g., land, buildings, machinery and equipment), less any related debt used to acquire those
assets that are still outstanding. The Township of Spalding uses these capital assets to provide services
to citizens; consequently, these assets are not available for future spending. Although the Township of
Spalding’s investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities. At March 31, 2006, the Township had debt
relating to these assets as described in Note 6 of the financial statements.

Ancther portion of the Town’s net assets comprises of notes receivable (approximately 18%). These
amounts represent loans to local businesses for economic development. They are paid back to the
Township in varying installments with varying rates of interest charged.

-4 -



SPALDING TOWNSHIP

Management’s Discussion and Analysis
for the Year Ended March 31, 2006

y Governmental Activities

Governmental activities increased the Township of Spalding’s net assets by $117,857 accounting for
100% of the total growth in the net assets of the Township of Spalding. Key elements of this increase
are as follows:

Governmental
Activities
- March 31, 2006
REVENUE
- Program Revenue:
Charges for service $ 27,406
Operating grants and contributions 157,090
- General Revenue
Property taxes 99,360
Investment income 30,469
Miscellaneous 40,427
Total Revenue 354,752
EXPENSES
General Government: 100,071
Public safety 49,062
Public works 76,134
Culture and recreation 11,628
Total Expenses 236,895
Increase in Net Assets 117,857
Net Assets - beginning of year 1,396.101
- Net Assets - end of year $1.513,958



SPALDING TOWNSHIP

Management’s Discussion and Analysis
for the Year Ended March 31, 2006

Public safety activities accounts for approximately 20% of total expend|tures within the
Governmental funds of the Township of Spalding.

Public works accounts for approximately 32% percent of total expenditure within Governmental
funds of the Township of Spalding.

Histdrically state revenue is the largest revenue source for Governmental Activities accounting for
29% of total revenue. Property tax revenues provide 28% of total revenue.

Financial Analysis of the Government’s Funds
As noted earlier the Township of Spalding uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

Governmental Funds

The focus of the Township of Spalding's Governmental Funds is to provide information on near-
term inflows, oufflows and balances of spendable resources. Such information is useful in
assessing the Township of Spalding's financing requirements. In particular, unreserved fund
balances may serve as a useful measure of a Government’s net resources available for spending
at the end of the fiscal year.

As of March 31, 2006, the Township of Spalding's Governmental funds reported combined ending
balances of $1,098,640 a decrease of $13,096 in comparison with the prior year. Approximately
22% or $238,626 constitutes unreserved fund balance, which is available for spending at the
Government's discretion. The remainder of the fund balance is reserved to indicate that it is not
available for new spending because it has already been committed for other projects.

General Fund Budgetary Highlights
The original general fund and fire fund budgets were amended during the year. Actual revenue

and expenditures were more than budgeted amounts in the general fund.

The fire fund expenditures exceeded actual expenditures and revenues were less than anticipated
budgeted amounts. .

A budget for the Block Grant was not prepared or adopted.

Budget details are included on pages 21 and 22.



SPALDING TOWNSHIP

Management's Discussion and Analysis
for the Year Ended March 31, 2006

Capital Asset and Debt Administration

Capital Assets
The Township of Spalding’s investment in capital assets for its Governmental activities as of March 31,

2006 amounts to $415,318 net of accumulated depreciation. This investment in capital assets includes
land, buildings, machinery, equipment and infrastructure.

Township of Spalding’s Capital Assets

Governmental
Activity
Land improvements $ 36,000
Buildings 128,000
Machinery and equipment 549,102
Infrastructure 117,385
Total Capital Assets 830,487
Less accumulated depreciation 415,169
Capital Assets Net of Depreciation $ 415318

Debt
The Township debt activity consisted of financing a new fire truck as described in Note 6.

Township of Spalding’s Outstanding Debt

Balance Balance
04-01-05 Additions Disposals 03-31-06
USDA Rural
Development Loan $ - $ 167,000 $ - $_167.000

Requests for Information
This financial report is designed to provide a general overview of the Township of Spalding’s finances

for all those with an interest in the Government's finances. Questions concerning any of the information
provided in this report or requests for additional financial information should be addressed to the
Township Board.



Spalding Township

Statement of Net Assets
for the Year Ended March 31, 2006

Governmental
Activities
ASSETS
Current Assets
Cash and cash equivalents $ 816,784
Due fromn other Governmental units 5,693
Current portion of notes receivable 23,000
Total Current Assets 845477
Non-Current Assets
Notes receivable 253,163
Capital assets 830,487
Less accumulated depreciation { 415.169)
Total Non-Current Assets 668,481
Total Assets $1,513,958
LIABILITIES
Current Liabilities
Accounts payable 3 -
Current portion of note payable 7,500
Totat Current Liabilities 7,500
Long Term Liabilities
Note Payable 159,500
Net Assets
Net assets invested in capital assets, net of related debt 248,318
Unrestricted 1,098,640
Total Net Assets 1,346,958
Total Liabilities and Net Assets $1.513,958

See Accompanying Notes to Financial Statements

Page 8



Spalding Township

Statement Activities
for the Year Ended March 31, 2006

Governmental
Program Revenue Activities

- Net (expense)

Charges Revenue and

for Operating Change in

Expense _Service Grants Net Assets

FUNCTIONS/PROGRAMS
Governmental Activities:
General Government $ 100,071  $ 27,406 $ 120,965 $ 48,300
Public safety 49,062 - 36,125 ( 12,937)
Public works 76,134 - - ( 76,134)
Culture and recreation 11,628 - - { 11.628)
Total Governmental Activities $ 236895 § 27 406 $.157,000 ( 52,399)
GENERAL REVENUES
Taxes

Property taxes, levied for general operations 49,484

Property taxes, levied for fire service 49,876

Interest and investment earnings 30,469

Miscellaneous 40,427

Total General Revenue 170,256

Changes in Net Assets 117,857

Net Assets:
Beginning of Year 1,396,101
End of Year $.1,513,958

See Accompanying Notes to Financial Statements Page 9



Spalding Township

Balance Sheet

Governmental Funds

for the Year Ended March 31, 2006

Other
Block (Governmental
General Fire Grant Units Total
ASSETS
Cash and cash investments $357,842 $46,947 $334,970 $77,025 § 816,784
Due from other Governmental units 2,824 2,869 - - 5,693
Notes receivable — — 276,163 — 276.163
Total Assets $360666 $49.816 $611,133 §$77.025 $ 1,098,640
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable $ - $ — - $ - % -
Total Liabilities -~ - - - -
FUND BALANCES
Designated for: budget stabilization 24,114 - - - 24,114
Designated for: improvements 55,336 - - - 55,336
Designated for; landfill closure 42,590 - - - 42,590
Undesignated 238,626 49.816 611,133 77,025 976.600
Total Fund Balance 360,666 49 816 611,133 77.025 1,098,640
TOTAL LIABILITIES
AND FUND BALANCES $360666 $49.816 $611133 $77.025 $1,098,640

See Accompanying Notes to Financial Statements

Page 10



Spalding Township
Governmental Funds
Reconciliation of Balance Sheet of Governmental Funds to Net Assets
for the Year Ended March 31, 2006

Total Fund Balances - Governmental Funds $ 1,008,640

Amounts reported for Governmental Aclivities in the statement
of net assets are different because:

Capital assets used in Governmental assets 830,487
Accumulated depreciation { 415,169)

Long-term liabilities are not due and payable in the current
period are not reported in the funds

Note payable (__167.000)
Net Assets of Governmental Activities $ 1,346,958

See Accompanying Notes to Financial Statements Page 11



Spalding Township

Combined Statement of Revenues, Expenditures and Changes
in Fund Balance - Governmental Fund
for the Year Ended March 31, 2006

Other
Block Governmental
General Fire Grant Units Total
REVENUE
Taxes $ 49484 § 49876 § - $ - § 99,360
State grants 98,265 2,194 - 831 101,380
Charges for services 16,406 - - 11,000 27,406
Interest and rents 8,706 333 19,638 1,792 30,469
Local unit contributors - - - 22,700 22,700
Other revenue 28,526 41,271 - 3.630 73.427
Total Revenues 201,387 93,674 19,638 40,053 354,752
EXPENDITURES
General Government 78,706 - — 17,912 96,618
Public safety - 35,732 - 450 36,182
Public works 15,134 - 61,000 - 76,134
Culture and recreation 7,802 - — - 7,802
Capital outlay 56,510 221,602 - 40,000 318,112
Total Expenditures 158,152 257,334 61,000 58,362 534,848
Excess of Revenues Over
{Under) Expenditures 43,235 (163,660) ( 41,362) (18,309) ( 180,096)
OTHER FINANCING SOURCES (USES)
Others transactions in - 167,000 - - 167,000
Other transactions out - - - - -
Operating transfers in 3,740 - - 7,318 11,058
Operating transfers out (__7.318) - {3740 - ( 11,058)
Total Other Finance Uses { 3,578) 167.000 ( 3,740) 7.318 167,000
Net Changes in Fund Balance 39,657 3,340 ( 45,102) (10,991) ( 13,096)
Fund Balances April 1 321,009 46,476 656,235 88,016 1,111,736
Fund Balances March 31 $ 360666 $_ 49,816 $611,133 $77025 $.1.098.640

See Accompanying Notes to Financial Statements

Page 12



Spalding Township

Reconciliation of the Statement of Revenue, Expenditures and Changes
in Fund Balances of Governmental Funds to the Statement of Activities

for the Year Ended March 31, 2006

Net Change in Fund Balances - Total Governmental Funds

Amounts reported for Governmental Aclivities in the statement
of activities are different because:

Governmental funds report capital outlay as expenditures
in the statement of activities, these costs are allocated
over their estimated useful lives as depreciation.

Depreciation expense
Capital outlay

Revenue reported from note payable reported in the
Governmental Funds but not in the statement of
activities (where it increases long-term debt})

Changes in Net Assets of Governmental Activities

See Accompanying Notes to Financial Statements

$( 13,096)

( 20,159)
318,112

167,000

$_117.857

Page 13



Spalding Township
Statement of Fiduciary Net Assets
Fiduciary Funds
for the Year Ended March 31, 2006

ASSETS
Cash and cash equivalents
Total Assets

LIABILITIES
Governmental units
Total Liabilities

See Accompanying Notes to Financial Statements

Agency Fund
Tax
_ Collection

430
$_430

Page 14



NOTE 1

SPALDING TOWNSHIP
Notes to Financial Statements
March 31, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Spalding Township is incorporated under the laws of the State of Michigan. The Township operates
under an elected board. The Township provides the services of Fire Protection and General
Administrative Services. The accounting policies of Spalding Township conform to generally
accepted accounting principles as applicable to governmental units.

A. Government-Wide and Fund Financial Statements

The Government-Wide financial statements (i.e., the statement of net assets and the statement
of changes in net assets) report information on all of the nonfiduciary activities of the primary
Government, For the most part, the effect of Interfund activity has been removed from these
statements. Governmental activities which normally are supported by taxes and
intergovernmental revenues are reported separately from business-type activities which rely to
a significant extent on fees and charges for support. Alf the Town’s Government-wide activities
are considered Governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function. Program revenue includes (1) charges to customers or
applicants who purchase, use or directly benefit from goods, services or privileges provided by
a given function and (2) grants and contributions that are restricted to meeting the
intergovernmental payments and other items not properly included among program revenues
are reported instead as general revenue.

Separate financial statements are provided for Governmental funds and fiduciary funds even
though the latter are excluded from the Government-wide financial statements. Major individual
Governmental funds are reported as separate columns in the fund financial statements.

GOVERNMENTAL FUNDS

General Fund

This fund is used to account for all financial transactions not accounted for in another fund,
including the general operation expenditures of the local unit. Revenues are derived primarily
from Property Taxes, State Grants and Other Intergovernmental Revenues.

Special Revenue Funds )
These funds are used to account for specific governmental revenues requiring separate

accounting because of legal or regulatory provisions or administrative action.

FIDUCIARY FUND

Trust and Agency Funds
The fiduciary fund is used to account for assets held as an agent for others.

B. Measurement Focus, Basis of Accounting and Financial Statement Presentation
Government-Wide Statements

The Town's financial statements are reported using the economic resources measurement focus

and the accrual basis of accounting. Revenue is recorded when earned and expenses are

recorded when a liability is incurred, regardless of the timing of related cash flows. Property

taxes are recognized as revenue in the year for which they are levied. Grants and similar items

gre recognized as revenue as soon as all eligibility requirements imposed by the provider have
een met,

As a general rule, the effect of Interfund activity has been eliminated from the Government-wide
financial statements.

Page 15



NOTE 1

SPALDING TOWNSHIP
Notes to Financial Statements
March 31, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
B. Measurement Focus, Basis of Accounting and Financial Statement Presentation

Government-Wide Statements (continued)

Accounts reported as program revenue include (1) charges to customers or applicants for goods,
services or privileges provided; (2) operating grants and contributions; and (3) capital grants and
contributions. Internally dedicated resources are reported as general revenue rather than as
program revenue. Likewise, general revenue includes all taxes and State aid.

Fund-based Statements

Governmental fund financial statements are reported using the current financial measurement
focus and the modified accrual basis of accounting. Revenue is recognized as soon as it is both
measurable and available. Revenue is considered to be available if it is collected within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose,
the Government considers revenues to be available if they are collected within sixty days of the
end of the current fiscal period. Expenditures generally are recorded when a liability is incurred
as under accrual accounting.

Property taxes, State aid, intergovernmental grants and interest associated with the current fiscal
period are all considered to be susceptible to accrual and so have been recognized as revenue
of the current fiscal period. All other revenue items are considered to be available only when
cash is received by the Government.

The fiduciary fund statement is also reported using the economic resources measurement focus
and the accrual basis of accounting.

. Cash and Investments

Cash includes amounts in demand deposits as well as short-term investments with a maturity
date within three months of the date acquired by the Township. State statutes authorize the
governing body of a Township to invest surplus funds in direct obligations of the United States
Treasury, in deposit and savings accounts of any Federally insured bank, savings and loan or
credit union, commercial paper, United States repurchase agreements, bankers' acceptance of
U.S. banks, in certain mutual funds and in investment pools.

Investments are reported at fair value which is determined using select basis. Short-term
investments are reported at cost which approximates fair value; securities traded on a national
exchange are valued at the last reported sales price at current exchange rates. Cash deposits
are reported at carrying amounts which reasonably estimate fair value.

. Inventories

Inventories of supplies are considered to be immaterial and are not recorded.

. Fund Balance Designations

The Township classifies its Fund Balances as follows:
1.) Designations of fund balance represent tentative plans by the Township for financial
resource utilization in a future period as documented in the minutes or budgeting process
for a succeeding year.

2.) Undesignated fund balance indicates that portion of fund balance which is available for
use in future periods.

Page 16



_NOTE 1

SPALDING TOWNSHIP
Notes to Financial Statements
March 31, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
F. Budget Basis of Accounting

Budgets are annually adopted on the modified accrual basis of accounting. The onginal budgets
were amended January 18, 2006 and are presented in the accompanying financial statements.

The Township follows these procedures in establishing the budgetary data reflected in the
financial statements.

1.} Prior to March 1, the Clerk submits to the Council a proposed operating budget for the
fiscal year commencing the following April 1. The operating budget includes proposed
expenditures and the means of financing them.

2.) Public hearings are conducted to obtain tax payers' comments.

3.) Prior to April 1, the budget is legally enacted.

4.) The Township Board may authorize transfer budget amounts between departments
within any fund and any revisions that alter the total expenditures of any fund.

5.) Formal budgetary integration is employed as management control device during the year
for the General Fund and Special Revenue Funds.

. Capital Assets

Capital assets which include land, buildings, equipment and vehicles are reported in the
applicable Governmental column in the Government-wide financial statements. Capital assets
are defined by the Government as assets with an initial individual cost of more than $2,000 and
an estimated useful life in excess of one year. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair market value at the date of donation. Costs of normal repair and maintenance that
do not add to the value or materially extended asset life are not capitalized.

Buildings and equipment are depreciated using the straight-line method over the foliowing useful
lives:

Buildings and additions 40 years
Vehicles and other equipment 05 - 10 years
Infrastructure 60 years

Prior to April 2003, Governmental Funds Capital Assets were accounted forin the General Fixed
Assets account group and were not recorded directly as a part of any individual funds financial
statements. Infrastructure of Governmental Funds was not previously capitalized. Upon
implementing GASB 34 Governmental units are required to account for all capital assets
including infrastructure in the Government-wide statements prospectively from the date of
implementation.

. Use of Estimates .

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenditures during the reporting period. Actual results could differ from those
estimated.
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NOTE 2

NOTE 3

SPALDING TOWNSHIP
Notes to Financial Statements

March 31, 2006

DEPOSITS AND INVESTMENTS
Atyearend the Township's deposits and investments were reported in the basic financial statements
in the following categories:

Governmental Fiduciary Total Primary

Activities Funds Government
Cash and cash equivalents $ 816,784 $ 430 $ 817,214
Investments - - -
$816,784 $ 430 $ 817,214

The breakdown between deposits and investments for the Township is as follows:

Deposits $ 817,214
Investments in securities -
Petty cash and cash on hand —
$817.214

As required by Governmental Accounting Standards Board Statement No. 40, Deposits and
Investment Risk Disclosures the following represents a summary of deposits as of March 31, 2006.

Fully insured deposits $ 577,045
Collateralized with securities held by the pledging
financial institution in the school name -
Collateralized with securities held by the pledging
financial institutions trust department -
Uncollateralized 242,899
$.819,944

State statutes authorize the Town to make deposits in the accounts of federally insured banks,
credit unions and savings and loan associations which have an office in Michigan; the Town is
allowed to investin U.S. Treasury or Agency obligation, U.S. Government repurchases agreements,
bankers' acceptances, commercial paper rated prime at the time of purchases which mature not
more than 270 days after the date of purchases, mutual funds and investment pools that are
composed of authorized investment vehicles. The Township's deposits are in accordance with
statutory authority.

The Township had no investments at March 31, 2006.

PROPERTY TAXES

The Township's annual property tax on real and personal property within the Township is levied on
December 1, and is based on assessed valuation of property as of the preceding December 31 of
$23,995,792 and mileage of 2.4872, Assessed valuation, which is required by law to be 50% of
current market value, is established by the Township and is subject to possible equalization by the
State. In addition to collecting their own taxes, the Township also acts as collection agent for all
overlapping governments in the Township, which includes school distrigts and the County.
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NOTE 4

NOTE 5

SPALDING TOWNSHIP
Notes to Financial Statements
March 31, 2006

CAPITAL ASSETS
The changes in capital assets are as follows:
Balance Balance
April 1, 2005  Additions Disposals March 31, 2006

Land $ 36,000 $ - - $ 36,000
Buildings 128,000 - - 128,000
Equipment 397,500 221,602 70,000 549,102
Infrastructure 20,875 96.510 - 117,385
582,375 318,112 70,000 830,487

Less: Accumulated
Depreciation 465,010 20,159 70.000 415,169
Net Assets $ 117,365 $ 297,953 $ - $415.318

Depreciation expenses were charged to funds as follows:

General
Culture & recreation
Fire

JOINT VENTURE

$ 3,453
3,826

The Township participates in the Powers-Spalding Water Authority. This joint venture does not meet
the criteria for inclusion within the reporting entity since the Water Authority is:

Financially independent and responsible for financing its own deficits and entitled to its own

surpluses.

Has a separate Governing Board.

Has a separate management which is responsible for day to day operations and is accountable

to the separate Governing Board.

The Governing Board and Management have the ability to significantly influence operations by
approving budgetary requests and adjustments, signing contracts, hiring personal and
determining the outcome or disposition of matters affecting the recipients of services provided
and has absolute authority over all funds and fiscal responsibility and reporting to state agencies

and control fiscal management.

The Township has two members on the Board. This Board has final authority for all budgeting and
financing of the joint venture. The Township’s share of the jomt venture is one third. The audited
financial information of the Authority as of February 28, 2005 is as follows: ’

Assets

Current liabilities
Long-term liabilities
Fund equity
Total Liabilities & Fund Equity

Revenue
Expenditures

Net Income

$ 1,049 585

$ 26,878

596,000
1,326,707

—

$.1,949 585

$

$

110,883
110,264

619

Page 19



L]

NOTE 6

NOTE 7

NOTE 8

SPALDING TOWNSHIP
Notes to Financial Statements
March 31, 2006

LONG-TERM DEBT
Changes in long-term debt are summarized as follows:

Balance Balance
April 1, 2005  Additions Deductions March 31, 2006
USDA Rural
Development $ - $.167,000 $ — $ 167,000

USDA Rural Development Loan

On May 1, 2005, the Township entered into a loan with the USDA Rural Development to purchase
a new fire truck. The interest rate is 4.125% with payment made semiannually on November 1 and
May 1. The summary of principal payments are:

__Year __Amount _
2006 $ 7,500
2007 8,000
2008 9,000
2009 9,000
2010 9,500
2011 10,500
2012 11,000
2013 11,000
2014 11,500
2015 12,000
2016 12,500
2017 13,000
2018 13,500
2019 14,000
2020 15,000

$ 167,000

RISK MANAGEMENT

The Townships Risk Management activities are recorded in the General Fund. Significant losses
are covered by commercial insurance. For these insured programs there have been no significant
reductions in insurance coverage. Settlement amounts have not exceeded insurance coverage for
the three prior years.

TOTAL - MEMORANDUM ONLY

The combined financial statements of fund types present total columns for the year ended March
31, 2006, which aggregate the columnar statements by fund type. These columns are presented
only for comparative purposes and should not be construed as presenting consolidated financial
information.
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Spalding Township
Combined Statement of Revenues, Expenditures and
Changes in Fund Balance - Budget and Actual

General Fund

Year Ended March 31, 2006

REVENUES:
Taxes
State grants
Interest and rents
Other revenue

Total Revenues

EXPENDITURES:
General government
Public works
Culture and recreation
Capital outlay

Total Expenditures

Excess of Revenues Over (Under) Expenditures

OTHER FINANCING SQURCES (USES):
Operating transfers in
Operating transfers out
Total other financing sources (uses)

Excess of Revenues and Other Financing Sources Over
(Under) Expenditures and Other Financing Uses

FUND BALANCES, April 1
FUND BALANCES, March 31

See Accompanying Notes to Financial Statements

Original Final

Budget Budget Actual
$ 48,000 $ 49,582 $ 49,484
101,900 98,185 98,265
5,000 8,706 8,706
16,520 34,185 44,932
171,420 190,658 201,387
105,820 87,446 78,706
44,500 33,788 15,134
11,100 7,802 7,802
- - 56,510
161.420 129,036 158,152
10,000 61,622 43,235
- - 3,740
( 10.000) ( 7,318) ( 7318)
( 10.000) ( 7,318) (_3.578)
- 54,304 39,657
321,009 321,009 321,009
$321,009 $375313 $_360,666
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Spalding Township
Combined Statement of Revenues, Expenditures and
Changes in Fund Balance - Budget and Actual

Fire Fund

Year Ended March 31, 2006

REVENUES:
Taxes
-State grants
Interest and rents
Local unit contributions
Other revenue

Total Revenues

EXPENDITURES:
General government
Public safety
Public works
Capital outlay

Total Expenditures

Excess of Revenues Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Other transactions in
Total other financing sources (uses)

Excess of Revenues and Other Financing Sources
Over (Under) Expenditures and Other Financing Uses

FUND BALANCES, April 1
FUND BALANCES, March 31

See Accompanying Notes to Financial Statements

Original Final
Budget Budget Actual
$ 48,250 $ 48,980 $ 49,876
- 2,194 2,194
256 333 333
900 55,280 41,271
49,406 106,787 93,674
34,500 31,284 35,732
— - 221,602
34,500 31,284 257,334
14,906 75,503 ( 163,660)
- — 167,000
— - 167,000
14,906 75,503 3,340
46,476 46 476 46,476
$ 61,382 $ 121,979 $ 49,816
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OTHER SUPPLEMENTAL INFORMATION



Spalding Township
Non-Major Governmental Funds
Combining Balance Sheet
for the Year Ended March 31, 2006

Permanent
Special Revenue Fund
Community  Perpetual
Cemetery Liquor Grant Care Total
ASSETS
Cash and cash investments $ 2,834 $ 1,209 $ 3,986 $68,996 $77,025
Due from other Govt. units - - - - —
Total Assets $.2.834 $1.20 $3.98 $68996 $77,025
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable $ - $ - $ -~ $ - 3 -
Total Liabilities - - — - —
FUND BALANCES
Undesignated 2,834 1,209 3,986 68,996 77,025
Total Fund Balance $.2,834 $ 1,209 $ 3,986 $ 68,996 $.77,025

See Accompanying Notes to Financial Statements
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Spalding Township
Non-Major Governmental Funds
Combining Statement of Revenues, Expenditures and Changes
for the Year Ended March 31, 2006

Permanent
Special Revenue Fund
Community Perpetual
Cemetery Liquor Grant Care Total
REVENUES
State grants $ - $ 931 $ - $ - % 931
Charges for services 11,000 - - - 11,000
Interest and rents 1,505 - 255 32 1,792
Local unit contributors — - 22,700 - 22,700
Other revenue 180 - - 3.450 3.630
Total Revenues 12,685 931 22,955 3,482 40,053
EXPENDITURES
General Government 15,174 - 2,738 - 17,912
Public safety - 450 ~ - 450
Capital outlay - — 40,000 - 40,000
Total Expenditures 15,174 450 42,738 — 58.362
Excess of Revenues Over
(Under) Expenditures ( 2,489) 481 (19,783) 3,482 (18,309)
OTHER FINANCING SOURCES (USES)
Operating transfers in 7,318 - - - 7,318
Operating transfers out - - - - -
Total Other Finance Uses 7,318 - - - 7.318
Net Changes in Fund Balance 4,829 481 (19,783) 3,482 (10,991)
Fund Balances April 1 { 1,995) 728 23,769 65.514 88,016
Fund Balances March 31 $ 2834 $.1,209 $_3.986 $6899%6 $77.025

See Accompanying Notes to Financial Statements
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Spalding Township
General Fund
Statement of Revenues
For the Year Ended March 31, 2006

Taxes:
Property taxes $ 42,049
Swamp tax 3,987
CFA tax 3.448
49 484
State Grants:
State revenue sharing 98,265
Charges for Services
Administrative fee 16,406
interest and Rentals:
Interest 8,706
Other:
Camp fees 1,244
Miscellaneous 27,282
28,526
$ 201,387

See Accompanying Notes to the Financial Statements Page 25
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Spalding Township
General Fund

Statement of Expenditures
For the Year Ended March 31, 2006

General Government:
Township Board
Township supervisor
Township clerk
Township treasurer
Elections
Township hall
Assessing
Board of review
Payroll taxes
Insurance

Recreation and Culture:
Parks

Public Works:
Street lighting
Streets and highways
Water authority

Capital Outlay
Roads

See Accompanying Notes fo Financial Statements

$ 3,842
8,990
7,980

15,506
1,876
6,770

20,203

915
3,429
9,195
78,706

7,802

1,377
8,757
5,000
15,134

56,510

$.158,152
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Township Board
Spalding Township
Menominge County, Michigan

I have audited the financial statements of Spalding Township for the year ended March 31, 2006, and
have issued my report thereon dated July 28, 2006. | conducted my audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards issued by the Comptroller General of the United
States.

Compliance
As part of obtaining reasonable assurance about whether Spalding Township's financial statements are

free of material misstatement | performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and material effect
on the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of my audit and, accordingly, | do not express such an opinion.
The results of my tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing my audit, | considered Spalding Township's internal control over financial
reporting in order to determine my auditing procedures for the purpose of expressing my opinion on the
financial statements and not to provide assurance on the internal control over financial reporting.
However, | noted certain matters involving the internal control over financial reporting and its operation
that | consider to be reportable conditions. Reportable conditions involve matters coming to my attention
relating to significant deficiencies in the design or operation of the internal contro! over financial
reporting that, in my judgement, could adversely affect Spalding Township’s ability to record, process,
summarize and report financial data consistent with the assertions of management in the financial
statements. The reportable condition is described in the accompanying Schedule of findings.

A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to arelatively low level the risk that misstatements in amounts that
would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. My
consideration of the internal control over financial reporting would not necessarily disclose all matters
in the internal control that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses. | believe the
reportable condition described in the Schedule of Findings is a material weakness.

This reportis intended solely for the information and use of the management of Spalding Township and
it is not intended to be and should not be used by anyone other than those spegiﬁed parties.

Cow) R o)

July 28, 2006
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Spalding Township

SCHEDULE OF FINDINGS
Year Ended March 31, 2006

Financial Statement Finding

Segregation of Duties - The size of the Township's office staff precludes a proper segregation of
functions to assure adequate internal control. This is not unusual in a Township of your size, but the
Board should continue to be aware of this condition and to realize that the concentration of duties and
responsibilities in a limited number of individuals is not desirable for an effective system of internal
control. Under these conditions, the most effective controls lie in the Board’s knowledge of matters
relative to the Township's operations.
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